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This report is one of a series of Bureau of International 
Commerce publications focusing on foreign market op- 
portunities for U.S. suppliers. The series is made availa- 
ble by the Bureau's Office of International Marketing in 
cooperation with the U.S. Foreign Service-Department 
of State. Most reports are based on research conducted 
by overseas contractors under U.S. Foreign Service 
supervision or by economic and commercial officers of 
the Foreign Service or Department of Commerce. 


Some of the data in this series is reproduced in its 
original unevaluated form and the distribution of this 
document does not necessarily imply the concurrence 
of the Department of Commerce in the opinions or 
conclusions contained therein. 


As part of its marketing information program, OIM 
makes available to the U.S. business community, on a 
continuing basis, eight types of publications and re- 
ports. 


1. Global Market Surveys: |In-depth reports covering 20- 
30 of the best foreign markets for a single U.S. 
industry or a group of related industries. 


. Country Market Sectoral Surveys: |In-depth reports 
covering the most promising U.S. export opportuni- 
ties in a single foreign country. About 15 leading 
industrial sectors are usually included. 


. Producer Goods Research: In-depth reports covering 
the best foreign sales opportunities for a single U.S. 
producer goods industry, or group of industries. 


. Consumer Goods Research: |In-depth reports cover- 
ing the best foreign sales opportunities for a single 
U.S. consumer goods industry, or group of indus- 
tries. 


. International Marketing Newsmemo: |nformation bul- 
letins received directly from the U.S. Foreign Service; 
reports prepared by U.S. businessmen or Department 
of Commerce officers; and usually distributed un- 
edited. They cover a wide variety of industries, prod- 
ucts, and countries. 


. Overseas Business Reports: Reports that include 
current and detailed marketing information on all of 
our leading trading partners. Most are revised an- 
nually. 


. Foreign Economic Trend Reports: Annual or semian- 
nual reports prepared by the U.S. Foreign Service 
that cover, individually, almost every country in the 
world. 


. International Marketing Events: Brief market sum- 
maries in support of trade promotion events orga- 
nized by the Office of International Marketing. Also, 
detailed calendars of upcoming events. 


To supplement and up-date the marketing infor, 
availabie in this series, and for specific orderin 
mation, we suggest that you telephone the ne 
Department of Commerce District Office or the Country 
Marketing Manager responsible for the area or areas in 
which you are interested. A directory of these key 
people and offices is printed on the back cover. 





All Values in Million in USS Exchange Rate as of 4/10/76 
Unless Otherwise Stated. US$1 Equals Mex.$12.50 Pesos. 


KEY ECONOMIC INDICATORS: MEXICO 


Change 
ITEM 1975 1975/4 


INCOME, PRODUCTION 
GDP at current prices 78,690 ©) 2k 
GDP at constant (1960) prices 31,210 4 
Per Capita GDP, at current prices 1,462 
Industrial Production Index 

(1970 = 100) LSTA 


MONEY, PRICES 


Money Supply (end-yr.) 

Interest Rates (commercial 
bank prime) 

National Consumer Price 
Index (1968=100) 

Mexico City Wholesale Price 
Index (1954=100) 


BALANCE OF PAYMENTS 
3 (p) (p) 
Current Account Receipts 4,828.4 6, 342-5 6,503.3 
Exports 2,7 07085 2,850<0 2,858.6 
U.S. Share (%) G24 56.7 60.0 
Current Account Expenditures 6,003.8 8,900.6 9,946.7 
Imports 3, olas 4 6,056.7 6,580.2 
U.S. Share (3%) 595.6 62.2 62.4 
Balance on Current Account 1, ke ee =-2, 99002 -3,643.4 
Capital, Errors & Omissions 1207.7 2759530 3,808.5 
Change in Reserves 1/ dF 36.9 LES el 
Bank of Mexico Reserves— 1,407.0 1,443.9 1,608.9 


Main imports from U.S. in 1975: Chemicals (inorganic and organic), 
machinery and equipment (electric and non-electric), metal working 
machinery and machine tools, paper and printing machinery, construction 
and mining machinery; automotive accessories and parts; iron and steel 
products. In addition, U.S. agricultural commodities continued to 
maintain an important share of the Mexican market - particularly wheat, 
corn, and oil seeds. 


1/ Includes gold, SDRs, IMF gold tranche, foreign exchange and silver. 
(p) Preliminary. 


Source: Bank of Mexico. 





SUMMARY: 


The Mexican economy is going through a period of slow 
growth resulting in part from the world recession and in 
part from domestic factors. Mexico's economic growth rate 
dropped to about 4% in real terms in 1975, and is expected 
to be roughly the same or less in 1976. Mexico continued 
to suffer from a high rate of inflation in 1975 (16%) and 
its deficit on trade and services (the current account 
balance) widened from $2.6 billion in 1974 to $3.6 billion 
in 1975. The high rate of inflation and large current account 
deficit reflect Mexico's only partially successful efforts 
to get through the world recession without a significant 
reduction in the real growth rate. The economic outlook for 
1976 is uncertain largely because of doubts over what the 
level of public sector spending will be. The public sector 
budget for 1976 calls for lower spending in real terms. This 
represents an abrupt shift in policy that is believed 
necessary to control Mexico's two most serious short-term 
problems--inflation and the current account deficit. Some 
observers doubt this policy shift will be achieved because 
of this administration's past spending policies and the 
tendency for an administration in its last year to boost 
spending in order to rush projects to completion. 


A new administration takes office December 1, 1976. 
The only registered candidate is José Lopez-Portillo, who 
served as Finance Minister in the current administration for 
over two years and represents the political party that has 
dominated Mexico for fifty years. The transition to a new 
executive should be smooth and without dramatic changes in 
policies, though shifts are inevitable as the new administration 
comes to grips with the economic problems facing Mexico. Among 
these are stagnation of private sector investment, stagnant 
agriculture production, and rising numbers of unemployed. 
Economic policies will, of course, be affected by develop- 
ments in 1976. 


U.S. exports to Mexico may not increase in value terms 
from 1975 to 1976 if public sector spending is contained. 
The composition of imports should change. Imports of raw 
materials and intermediate goods should increase somewhat, 
whereas imports of capital goods and foodstuffs may level off 
or decline. Mexico welcomes foreign investment, but on its 
own terms. These generally require majority Mexican owner- 
ship in new investments. Foreign and domestic private investors 
are concerned about recent legislation, in particular the Law 
on Inventions and Trademarks which limits the life of patents 
in Mexico, restricts their issuance in many fields, and alters 
the rules regarding trademarks. 





CURRENT SITUATION AND ECONOMIC TRENDS 


I 


Economy Slowed Down in 1975 


Mexico's economic growth rate slipped to an estimated 
4% in real terms in 1975 compared to 5.9% in 1974. While 
this rate of growth compares favorably with that achieved 
by many other countries,it is low compared to Mexico's 
historical average (over 6% in the post-war period) and 
inadequate to make progress toward solving Mexica's social 
problems. Economic growth was stimulated by a 44% increase 
in public sector spending from 1974 to 1975, and retarded 
by a reduction in foreign demand for Mexican goods and 
services. Private sector investment continued to be 
stagnant and may have declined slightly in real terms. 
Mexico's growth was achieved at the cost of continued 
inflation and a widened deficit in its balance of payments 
transactions on current account in spite of its becoming 
a net exporter of petroleum products. The government was 
unwilling to mold its economic policies to world economic 
conditions, but in effect attempted to override the world 
recession by replacing foreign demand with domestic demand. 
This was an important factor in the larger current account 
deficit. 


As could be expected, the petroleum and petrochemical 
sectors were the fastest growing, followed by electrical 
energy. However, all three sectors grew at slower rates 
than in the previous year. State-owned enterprises dominate 
these sectors. The output of manufacturers, which have led 
Mexico's economic growth in the post-war period, was up only 
4% from 1975. Output increased faster in the second half 
than in the first half. Agricultural and livestock produc- 
tion was disappointing once again with output up only 1%, 
according to the Bank of Mexico. Output of foodstuffs 
increased at a somewhat greater rate with overall agricultural 
output being held down by a substantial reduction in the 
production of cotton. Government services increased 10% 
in real terms. Prices, as measured by the Gross Domestic 
Product (GDP) implicit price deflator, were up 16% from 
1974 to 1975. This represents an improvement over the 
previous year's price deflator of 24%, but remains excessively 
high, particularly in comparison to the inflation rate in 
the United States, Mexico's major trading partner. 





Mexico's deficit on balance of payments transactions on 
current account widened from $2.6 billion in 1974, to $3.6 
billion in 1975. Exports of goods and services decreased 
slightly whereas imports of goods and services were up about 
12%. The trade deficit widened from $3.2 billion to $3.7 
billion. The balance on all other current account transac- 
tions declined from a $650 million surplus to a $62 million 
deficit. This is the first time in recent history that 
Mexico's services, of which tourism is one of the most 
important, failed to reduce the traditional trade deficit. 
The current account deficit was more than covered by long- 
term capital inflows, an increasingly large part of which 
were borrowings by Mexico's public sector. Foreign direct 
investment inflows did not increase. Official reserves 
increased $165 million. 


Growth Likely to Lag in 1976. 


The costs of Mexico's success in getting through the 
world recession with a positive and respectable real growth 
rate were continued inflation and a substantial increase in 
its external debt. The government's economic game plan for 
1976 appears geared to reducing these two problems to more 
manageable sizes. The word "appears" is used because the 
government does not issue an economic forecast. Also there 
is some doubt as to whether the apparent strategy can be 
carried out as planned. The key to Mexico's 1976 economic 
performance is the public sector budget. The public sector 
budget includes spending by the federal government as well 
as the major state-owned enterprises, and calls for a 10% 
increase in expenditures in current prices from 1975 to 1976. 
Prices are expected to increase by a somewhat higher rate, 
implying a reduction in public sector spending in real terms. 
If this is accomplished, it will represent a major pg@dicy 
shift. The engine of recent Mexican growth will, i ect, 
not be operating. While the U.S. economic recovery d 
benefit Mexico in 1976, it is unlikely that private séctor 
investment, which has been virtually stagnant in real terms 
for five years, will increase in an election year. Monetary 
policy as regards credit to the private sector is likely to 
remain relatively tight. The public sector budget deficit 
is projected to be larger than last year's, and the government 
has pledged itself to finance this deficit in a non-inflation- 
ary manner. This implies that the public sector will drain 
off the major part of any increase in private bank deposits, 
leaving a relatively small portion for the private sector. 





This will also affect private sector investment. Assuming 
that public sector spending declines in real terms and 
private sector investment does not increase, a growth 

rate at or below the population growth rate (3.5%) appears 
likely. While disconcerting from a social and political 
viewpoint, this would reduce inflationary pressures and 
reduce the current account deficit to a more manageable size. 


Many observers do not believe the increase in public 
sector expenditures can be limited to 10%. Actual spend- 
ing has exceeded the original budget in all recent years. 
Estimated spending in 1975 was 15% abcve the original 
figure. Also, the last year of an administration generally 
sees an increase in spending as the outgoing team winds up 
favorite projects. A higher level of spending might add a 
point or two to the real growth rate, but it could add more 
than several percentage points to the inflation rate. Mexico 
entered 1976 with strong demand-pull and cost-push infla- 
tionary pressures. The money supply increased 21.2% over 
the course of 1975. In the same period, the national 
consumer price index (CPI) increased 11.3%, and the Mexico 
City wholesale price index (WPI) was up 13.4%. The more 
rapid increase in the money supply implies that the market 
could not be cleared at the prices prevailing at end-1975, 
even after taking into consideration the increased goods 
and services that became available during the year. Adding 
to cost-push factors are the minimum wage increases awarded 
by the Tripartite Commission, which is composed of represen- 
tatives of government, business, labor. These ranged from 
17.5% to 33.8%, and were 24% in the Mexico City area. They 
became effective January 1, 1976, and are revised annually. 
These inflationary pressures were felt in the first two 
months of 1976. During this period the WPI increased 4.2% 
and the CPI was up 3.8%. Barring a more stringent stabiliza- 
tion program than is now in being, and is unlikely in an 
election year, prices are likely to increase well over 10% 
in the course of 1976. 


One of the costs of Mexico's partially successful 
attempts to bypass the world recession of 1974-1975, is 
the large external debt. The public sector's funded 
external debt increased from $8 billion at end-1974 to an 
estimated $11.3 billion at end-1975. It is likely that 
the short-term external debt of the public sector and the 
external debt of the private sector also increased, but 
no figures are published. The increase in the external 
debt results from the widening of the current account deficit. 





This external debt does not pose a serious problem now, 

but government officials would like to lower the rate at 
which it has increased over the past Several years. Under 
the scenario outlined above it is likely that the trade 
deficit could be reduced and the services deficit could be 
stabilized in 1976, resulting in a current account deficit 
of roughly $3 billion. This would be manageable in light 
of Mexico's international credit rating and its interna- 
tional reserves which were $1.6 billion as of March 26, 1976. 
In addition Mexico has swap arrangements with the Federal 
Reserve Bank of New York and the U.S. Treasury totaling 
$660 million. Also, Mexico has access to its credit tranches 
at the International Monetary Fund. As with the rate of 
inflation, it is possible that the current account deficit 
would widen should spending increase more than called for 
in the budget. Some observers are forecasting a deficit 

of $4 billion. The few preliminary figures for balance 

of payments developments in 1976 are favorable. Imports 

in the first two months of 1976 were virtually the same as 
in the first two months of 1975 whereas exports were up 25% 
in the same time period. The improvement is due largely to 
trade in agricultural products. Coffee exports were up 
whereas imports of foodstuff were down. Reserves increased 
$36 million from end-1975 to March 2€, 1976. 


The key variable to the Mexican economy's performance 
in 1976 is public sector spending. Should authorities keep 
spending within or close to the budgeted figures progress 
will be made toward restoring a greater degree of stability 
to the economy. No data are therefore available on the 
budget's execution, but comments by government officials 
are encouraging. There appears to be a strong will to leave 
the economy in reasonably good condition to the next 
President who should benefit from the large public sector 
investment programs that have been undertaken by the current 
administration in petroleum, petrochemicals, iron and steel, 
and paper. However, should public sector spending increase 
as much from 1975 to 1976 as it did from 1974 to 1975, the 
new President will be faced with a major stabilization task. 


New Administration Will Face Many Problems 


A new President will take office December 1, 1976. The 
sole registered candidate for the job is José Lopez-Portillo 
who served the present administration as managing director 
of the government-owned electricity company and, subsequently, 
as Finance Minister. One party, the Revolutionary Institu- 
tional Party, dominates Mexican politics and Mr. Lopez- 
Portillo is representing this party in the elections. The 





incumbent President recently said that Lopez-Portillo 

was selected as the candidate because the major problems 
facing Mexico are economic and Lopez-Portillo had the 

most experience in dealing with economic problems among 

the prospective candidates. Among the problems that the 
new President will have to cope with are the rapid 
population growth and the rising number of un- or under- 
employed, uncertainty on the part of the private sector 

and stagnant private sector investment, stagnant agricul- 
tural production, and inflation. Mexico has not been 

able to generate jobs rapidly enough to meet the demand, 
even at higher growth rates than it is currently enjoying. 
This reflects a number of factors, but foremost among these 
is the 3.5 % population growth rate. Friction between 
Mexico's private sector and the government has grown, and 
is costly to the economy. Private funds that otherwise 
would be invested in Mexico are sent abroad. At the time 
of writing the private sector is expressing concern over 

a proposed law that would strengthen governmental powers 
over urban land use. Agricultural production continues 

to fall behind the nation's growing requirements, thereby 
resulting in expensive imports that were not needed ten 
years ago. Under the best of circumstances inflation will 
be a serious problem throughout 1976, and will require the 
immediate attention of the new administration if it is to 
restore price stability. The degree of seriousness depends 
upon the outcome of the economy in 1976. It is not clear 
what policies Mr. Lopez-Portillo will adopt to deal with 
these problems. The presidential campaign is not so much 
issue-orientated as it is a means by which the population 
becomes familiar with the next president who in turn obtains 
a better understanding of the problems facing the country. 
Nobody expects the new President to make dramatic changes 
in the Mexican economic system, often characterized as 
"mixed", that is, neither pure socialism nor pure capitalism, 
but including elements of both. However, the problems facing 
Mexico do require solutions so new policies can be expected. 


IMPLICATIONS FOR THE. U.S. 


In 1975, Mexico almost replaced West Germany as the 
third largest export market for the U.S. It is likely, but 
by no means certain that U.S. exports to Mexico will not 
increase in current prices from 1975 to 1976. However, the 
composition of exports should change. Imports of capital 
goods may suffer slightly if investment declines in real 
terms. Imports of consumer goods (including foodstuffs) 
are unlikely to increase. The best markets are likely to 
be for raw materials, intermediate goods, industrial equip- 
ment and replacement goods. These items are necessary to 





maintain domestic production and employment at reasonable 
levels. Mexico's ability to maintain or increase its 
imports depends on its ability to sell its goods and 
services plus its ability to finance the difference. 

U.S. exporters, particularly of more extensive items and 
capital goods may find their ability to sell in the Mexican 
market tied to the financing it can arrange. 


Mexico's import substitution policies are an inducement 
to investment in production facilities in this country. 
Import licenses are generally denied to products competing 
with those produced domestically. On the other hand, 
increasing concern is being voiced about the investment 
climate for the private sector, both foreign and domestic. 
The Mexican government has tightened controls on majority 
foreign-owned investments over the past five years. New 
majority foreign-owned investment is rarely permitted and 
only as an exception. The same is true for expansion of 
existing majority foreign-owned companies. Laws and 
regulations pertaining to royalties and technology transfers 
have been tightened and contracts for such matters are 
subject to government approval. In late 1975, the Mexican 
Congress passed the Law on Inventions and Trademarks, 


tightening the Mexican rules on uses of patents and trade- 
marks. This has been a subject of considerable concern 

to foreign business. Mexico's actions indicate that it 
prefers to meet its external capital requirements by fixed 
term loans rather than through foreign direct investment. 


American companies wishing to strengthen their position 
in the Mexican market are invited to make use of the facilities 
available in the American Embassy and the U.S. Trade Center. 
Among the Trade Center exhibitions scheduled for the forth- 
coming period are: Railroad Seminar and Exhibition; 
Professional Broadcasting and Communications Equipment; 
Metallurgy Equipment; Quality Control and Materials Test 
Equipment; Plant Engineering and Operations; Textile 
Machinery; and Plastics Production Equipment. 
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Offices 


Albuquerque, 87101, (505) 766-2386. 
Anchorage, 99501, (907) 265-5307. 
Atlanta, 30309, (404) 526-6000. 
Baltimore, 21202, (301) 962-3560. 
Birmingham, Ala., 35205, (205) 254-1331. 
Boston, 02116, (617) 223-2312. 

Buffalo, N.Y., 14202, (716) 842-3208. 


Charleston, W.Va., 25301, (304) 343-6181, Ext. 375. 


Cheyenne, 82001, (307) 778-2151. 
Chicago, 60603, (312) 353-4450. 
Cincinnati, 45202, (513) 684-2944. 
Cleveland, 44114, (216) 522-4750. 
Columbia, S.C., 29204, (803) 765-5345. 
Dallas, 75202, (214) 749-1515. 

Denver, 80202, (303) 837-3246. 

Des Moines, 50309, (515) 284-4222. 
Detroit, 48226, (313) 226-3650. 
Greensboro, N.C., 37402, (919) 275-9111, Ext 345. 
Hartford, 06103, (203) 244-3530. 
Honolulu, 96813, (808) 546-8694. 
Houston, 77002, (713) 226-4231. 
Indianapolis, 46204, (317) 269-6214. 
Los Angeles, 90024, (213) 824-7591. 
Memphis, 38103, (901) 534-3213. 
Miami, 33130, (305) 350-5267. 
Milwaukee, 53202, (414) 224-3473. 
Minneapolis, 55401, (612) 725-2133. 
New Orleans, 70130, (504) 589-6546. 
New York, 10007, (212) 264-0634. 
Newark, N.J., 07102, (201) 645-6214. 
Omaha, 68102, (402) 221-3665. 
Philadelphia, 19106, (215) 597-2850. 
Phoenix, 85004, (602) 261-3285. 
Pittsburgh, 15222, (412) 644-2850. 
Portland, Ore., 97205, (503) 221-3001 
Reno, 89502, (702) 784-5203. 
Richmond, Va., 23240, (804) 782-2246. 
St. Louis, 63105, (314) 425-3302. 

Salt Lake City, 84138, (801) 524-5116. 
San Francisco, 94102, (415) 556-5860. 
San Juan, P.R., 00902, (809) 723-4640. 
Savannah, 31402, (912) 232-4204. 
Seattle, 98109, (206) 442-5615. 


Country 
Marketing 
Managers 


Commercial and economic information on most trading part- 
ners of the United States is available from the Bureau of In- 
ternational Commerce, U.S. Department of Commerce. 


The Bureau is organized geographically with a Country Mar- 
keting Manager responsible for a country or group of coun- 
tries as listed below. Assistance or information about market- 
ing in these countries may be obtained by dialing these key 


people directly: 202-377 plus the given extension. 


Area 


Africa 
West and Central Africa 
East and South Africa 
Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic countries 
Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 
Far East 
Australia and New Zealand 
East and South Asia 
Japan 
Southeast Asia 
Latin America 
Brazil, Argentina, Paraguay and Uruguay 
Mexico, Central America, and Panama 
Remainder of South America and Caribbean 
countries 


Extension 


3865 
4927 


4504 
5228 
3944 
3848 
2795 
4421 


3646 
5401 
2425 
2522 


5427 
2314 


2995 


Special units within the Department of Commerce have been 
created to deal with particular marketing situations: 


Commerce Action Group for the Near East 


North Africa 


Near East 
Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 


Iran, Israel, Egypt 
Bureau of East-West Trade 
Eastern Europe 
USSR 
Peoples Republic of China 
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